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Abstract 
One of the central tenets of macroeconomics is that fiscal policy can be effective in stabilizing the economy and achieving to the 
macroeconomic targets. Past few decades witnessed to extensive use of monetary policy tools to this end. There has been, 
however, a renewed interest in the use of fiscal policy as a stabilizing tool since the onset of the recent Global Financial Crisis. 
Macroeconomic consequences of government expenditures and revenues and their impacts on the general economic structure 
have been investigated by various empirical methods in case of several countries and in Turkey as well. In this paper, away from 
previous studies, the subject is implemented by Bayesian vector autoregression (BVAR) technique. Since it considers the prior 
information, BVAR method is able to give more realistic estimations compared with other VAR models. Empirical findings 
reveal that government expenditures and revenues have limited impact on the macroeconomic variables set which includes GDP, 
inflation, stock market index, external debt and interest rate. 
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1. Introduction 
The most important subject of macroeconomics is to develop the proper and efficient macroeconomic tools in 
order to reach to economic stability and targets. Since the emergence of Keynesian economic paradigm, there has 
been hot debate as to what these tools would be. The debate which was heavily occurred between Keynesian and 
Monetarist view, gradually evaluated to comparing the monetary and fiscal policies and trying to prove the 
advantage of one against the other1. There is, however, a common belief that in recent years the monetary policy 
overtook the fiscal policy in most economies. 
After the Oil Crisis in 1970, which is devastated almost the whole world economies, both the developed and 
developing economies experienced the fiscal imbalance problem. In some countries those financed its deficits by 
borrowing, the debt-to-GDP ratio increased well beyond the 100%. Such great fiscal quakes which were historically 
observed only in the aftermath of major wars, forced the policy makers to find answers to the questions below 
(Alesina & Perotti, 1997): 
x How large should the fiscal adjustment be? 
x Should one cut expenditures or raise revenues, and more specifically, which components of spending and 
revenues should one adjust? 
x Will fiscal consolidation last, or will it be reversed and will larger deficits soon reappear? 
x Will the fiscal adjustment cause a recession? 
For long years, Turkey struggles with the problem of the budget deficits and controlling the public expenditure. 
Due to burdens in tax collection which constitutes the large part of government revenues on one side and expending 
the large share of the revenues for external and domestic debt servicing, the government does not almost able to pay 
the salaries. Throughout the 90’s, the years full of economic and political instabilities, budget deficits were financed 
by loans. 
After 1980, Turkey’s economy experienced significant structural reforms and policy changes, and as a result of 
liberalization and openness policies the economy became more integrated to the world markets. Nevertheless, due to 
the lack of proper legal, bureaucratic and institutional infrastructure, the economy was deeply shaken by external 
shocks. In order to get out of the crises which stemmed from financial markets and then rapidly spread to whole 
economy, fiscal policy tools were mainly used. 
Turkish economy got into the 2000’s with a technical and financially supported fiscal accordance program signed 
with IMF. The program, which depends on exchange rate anchor and aims at to reduce the inflation rate at one digit 
levels, has been ended by the November 2000 and February 2001 crises that emerged just after the program came 
into effect, and then floating exchange rate regime has been opted. “Turkey’s Transition to the Strong Economy 
Program” which adopted after the crises and the program signed with IMF in line with the new stand-by agreement 
by single party government that took power after 2002 election, have constituted the main framework for the later 
macroeconomic policies. Outlines of this policy can be summarized as; i) tight fiscal policy and reducing the public 
debt stock, ii) tight monetary policy and a Central Bank policy that depends on open inflation targets, after 2006, iii) 
structural reforms in banking sector, in order to provide the financial stability (Voyvoda, 2012). Main element of the 
economic policies that adopted in this period is to increase the noninterest surplus over 6.5% of the GDP (Şimşek, 
2007; 53). By this it is aimed to raise the sovereign credit rating by improving the international credibility and 
reliability of the economy. A decrease in interest rates inducing consumption expenditures as well as stimulating the 
investments, and hence placing the economy onto a sustainable growth route has been aimed. 
Implementation of contractionary fiscal balance measures in order to ensure the public fiscal balance to get rid of 
the crisis in 2000 and 2001, have helped to decrease the inflation by reducing public deficits and it has facilitated the 
exit from the crisis. However, these measures have led to a decrease in investment and employment in the real 
economy and have a negative impact on economic growth (Şimşek, 2007). 
                                                          
1
Especially throughout the 1960’s and 70’s, a tough debate has been witnessed which has occured via empirical studies (see Friedman and 
Meiselman, 1963; Ando and Modigliani, 1965; Andersen and Jordan, 1968; Blinder and Solow, 1974) 
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In this study, it is aimed to investigate empirically the impact of fiscal policies on a series of key macroeconomic 
variables. Plan of the study is as follows: in the next section, the approaches of historically different economic 
schools on the effectiveness of fiscal policy in shaping of macroeconomic structure are discussed. In the third 
section, previous empirical studies on the subject have been evaluated. The fourth section is devoted to the empirical 
analysis in which the impact of fiscal policies on a select group of macroeconomic variables in Turkey has been 
investigated by Bayesian VAR method. The conclusions are given at the last section. 
2. Fiscal Policy and Economy: Theoretical Background 
Fiscal policy, in its most general definition, is the use of fiscal instruments to achieve certain macroeconomic 
objectives. In this context, fiscal policy tools can be defined as the government's spending on goods and services, 
transfers expenditures, as well as control and orientation of taxes. From the traditional point of view there are three 
basic functions of fiscal policy; allocation, distribution and stability. Allocation function is the process of sharing the 
total resources among private and public goods. Distribution function refers to ensure the appropriate distribution of 
income and wealth in line with the society's ideas of justice. The stabilization function is related to the use of fiscal 
instruments by policy makers, in order to achieve the main macroeconomic objectives such as economic growth, 
price stability and sustainable external balance (Şimşek, 2010; 161). Accordingly, fiscal policy tools are part of the 
possibilities that government holds to regulate and orient the economy. Examining this last function consists the 
subject of this study. 
Theoretical impact of fiscal policy instruments on the overall macro-economic structure is examined with the 
help of traditional IS - LM curve and AD - AS (aggregate demand - aggregate supply) analysis. In the open 
economy model, while fiscal expansion increases total spending and slides the IS curve to the right, monetary 
expansion also shifts the LM curve to the right due to increased demand. As a result, it can be said that the fiscal 
policy directly affects domestic production and income (Şimşek, 2010; 167). This effect may be higher or lower 
depending on the structure of the foreign exchange and capital markets. If contractionary fiscal policy has been 
adopted emergence of an adverse effect can be expected to occur. A debt-financed fiscal expansion which shifts the 
IS curve to the right also shifts the AS curve to the right. As the slope of the IS curve increases, the impact of 
changes in the AD on inflation increases. The slope of the IS curve will lead to a differentiation of the effects of 
fiscal expansion on production and prices. 
Historically, as to the effectiveness of the fiscal policy, various economic schools exhibit different point of views. 
In the classical approach, which is the prevailing economic paradigm until the outbreak of the Great Depression in 
1929, the importance of balanced budget was highlighted and it was emphasized that budget deficits would lead to 
economic instability. Classical economists who argued that the budget should be identical, except in extraordinary 
circumstances, connected the effectiveness of government spending and/or tax regulations which targeted the 
demand management to the financing way of the implemented policies (Erkam, 2010). The classical approach that 
asserted that financing the budget deficit by borrowing would have beclouded the public finance, has remained 
insufficient to resolve the crisis as it failed to predict the Great Depression. 
Asserting that government should intervene to the economy by public spending, revenues and budget, the 
Keynesian view opened the principle of balanced budget to discussion and pointed to the relevance and the 
macroeconomic impact of the unbalanced budget (Barışık & Kesikoğlu, 2006). From the Keynesian point of view, 
effectiveness of monetary policy tools is limited (due to liquidity trap etc.). Aggregate demand could be increased 
by public spending and revenues. Thus, in order to reduce the inflation level contractionary fiscal policy should be 
applied by following budget surplus policy, while in the time of recession monetary expansion would be provided 
by budget deficit (Bozkurt & Göğül, 2010). According to standard Keynesian arguments, fiscal contraction leads to 
a temporary contraction by aggregate demand channel. The multiplier effect refers that the potential of the spending 
cuts to cause a recession in the economy is higher than the tax increase. 
Keynesian – Monetarist contention which is frequently encountered in the general theory of economics is further 
crystallized as to the effectiveness of fiscal policy. Monetarist view which asserts that economy is generally stable 
thinks that interventionist monetary policy is objectionable, and by the same reservations also finds the fiscal policy 
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harmful. According to Friedman, if an intervention is unavoidable, then monetary policy should be preferred instead 
of fiscal policy due to the delayed impacts of the latter (Erkam, 2010).  
3. Review of Empirical Literature  
Unlike monetary policy effects, which have been substantially studied in a time series analysis framework, fiscal 
shocks’ dynamics on the economy have only recently received attention in terms of empirical validation of 
theoretical models. VAR models are now well-established time series tools for policy analysis, structural inference 
and description of economic relationships. In the last decade, VARs have been used to investigate fiscal policy 
implications on the macroeconomic structure (Mançellari, 2011). In this regard, various types of VARs has been 
employed in the empirical studies, i.e. reduced-form VAR, structural VAR, factor augmented VAR and Bayesian 
VAR. For most of the empirical studies on fiscal policy VAR, the baseline framework is the methodology which 
developed by Blanchard & Perotti (2002), later extended in Perotti (2005)2. 
Afonso & Sousa (2011) investigated the impact of fiscal policies over macroeconomic structure in the case of 
Portugal. Employing the Bayesian structural vector autoregression (SVAR) approach in the analysis, they have 
found that the shocks in public expenditures have negative effect on GDP, caused a reduction in private 
consumption and investments and led to persistent increase in inflation and cost of public debt financing. On the 
other hand, positive government revenue shocks tend to have a negative impact on GDP, and lead to a fall in the 
price level. Finally, counter-factual exercise confirmed that unexpected positive government spending shocks lead to 
important crowding-out effects. Same authors also provided a detailed evaluation of the effects of fiscal policy on 
economic activity for the case of four developed economies, namely the U.S., the U.K., Germany and Italy by 
following a BVAR approach (Afonso & Sousa, 2012). Their findings show that government spending shocks, in 
general, have a limited impact on GDP; cause to important “crowding-out” effects; have a varied impact on housing 
prices and generate a quick fall in stock prices; and lead to a depreciation of the real effective exchange rate. On the 
other hand, government revenue shocks have a small and positive temporary effect on both housing prices and stock 
prices; and lead to an appreciation of the real effective exchange rate. The empirical findings also point that 
government debt dynamics should be explicitly considered in the model. 
In another study for Portugal, Pereira & Wemans (2013) used the SVAR approach to study the effects of fiscal 
shocks on economic activity. Their findings reveal that, depending on the budgetary items, output responses quite 
distinct effects although almost all responses show expected signs, and have magnitudes that fit in the interval 
arising from the results of a very large number of studies in the related research area. They found also that in the 
sampling period, salaries and direct taxes stand out for a larger multiplier impact on economic activity than the other 
variables analyzed.   
Parkyn & Vehbi (2013), following the methodology of Blanchard & Perotti (2002), investigated the impact of 
changes in public revenue and spending on output, inflation and interest rate for the case of New Zealand by taking 
into account the effect of business cycles in a SVAR framework. Empirical findings they obtained show that the 
government spending shocks have positive though small impact in the short-run whereas they have higher interest 
rates and lower output in the medium to long-run. The sign of the effects of tax policy changes are less obvious, but 
again the effects on GDP appear similarly modest. They analyzed the effects of past fiscal policy through a 
historical decomposition of the shocks and found that discretionary fiscal policy has had a pro-cyclical impact on 
GDP in general and a significant impact on the real long-term interest rate. It is evidenced that a fiscal expansion has 
a positive but small effect on inflation. 
Pashourtidou et al. (2014) estimated the dynamic effects of fiscal consolidation policies on key macroeconomic 
variables implementing factor augmented VAR model in the case of a small island economy. Findings of the 
analysis point that, fiscal tightening efforts in the form of either a reduction in government expenditure or an 
increase in government revenue lead to a fall in GDP due to the negative responses of private consumption, 
investment and employment. As a result of contraction in economic activity, inflation decelerates.  They were also 
                                                          
2
 A comprehensive review of both theoretical and empirical literature of macroeconomic effects of fiscal policy can be found in Beetsma (2008) 
and Hebous (2009). 
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evidenced that fiscal retrenchment based on expenditure reduction results in a larger contraction in output than 
consolidation through an equivalent revenue rise. 
In a monetary union, fiscal policy is the only instrument on the demand side, which individual member countries 
may use to offset shocks. Jemec et al. (2011) analyzed the dynamic impacts of fiscal policy on macroeconomic 
developments in Slovenia, a member of EU. Following the approach of Blanchard and Perotti (2002), where a 
structural VAR is used, they found that positive government spending shocks have a positive effect on output, 
private consumption and investment on impact. Positive tax shocks have a negative immediate effect on output, 
private consumption and investment. To sum up, they conclude that one-off changes in government spending and 
taxes in Slovenia are short-lived and cannot be used for long-lasting purposes. 
When the interest rate remain as fixed, it is expected that the effect of fiscal policy has been relatively further 
magnified by the fixed exchange rate regime (Corsetti et al., 2011). Since the price and wage levels will not change 
in the short term, a revenues / demand growth that triggered by public spending could have a big impact on 
production. However, it is also possible that expansion in high level of openness can be absorbed by foreign goods 
and services, and hence the expected big impact could not be observed. Ravn & Spange (2012) examined these two 
opposite effects in a study carried out for Denmark where the export to GDP ratio reached to 50% and fixed 
exchange rate regime was adopted since 1982. In the analysis performed based on the SVAR model, they followed 
the determination strategy defined by Blanchard & Perotti (2002). Their findings show that, in line with the 
economic theory, an increase in government spending has a rather large impact on output in the very short run 
suggesting that the interest rate effect under a fixed exchange rate outweighs the leakage effect following from a 
large degree of openness. As for the effect on consumption, the results are somewhat inconclusive, but tend to 
suggest that private consumption goes down after an increase in government spending. 
Using Spanish data and a VAR framework, Castro (2003) found that fiscal shocks have small but significant 
effects on GDP, private investment, private consumption, interest rates and overall price level. On the other hand 
shocks to different kinds of spending or taxes show divergent profiles of responses. When the sample restricted to 
the 1990s a different pattern of responses to fiscal shocks were observed, with GDP and interest rate responses turn 
insignificant. 
Due to some institutional reasons and lack of sufficiently long time series, there are no much empirical studies for 
developing economies as well as underdeveloped countries. A number of studies have been conducted in this regard, 
Franta (2012) and Ambrisko et al. (2012) for Czech Republic, Alkahtani (2013) for Saudi Arabia, Karagozyova et 
al. (2013) for Bulgaria, Lozano & Rodriguez (2009) and Vargas et al. (2012) for Colombia, Mahaphan (2013) for 
Thailand, Mançellari (2011) for Albania, Ajisafe & Folorunso (2002) and Audu (2012) for Nigeria, Akanbi (2013) 
for South Africa, Boiciuc (2014) for Romania, Dökmen & Vural (2011) for Turkey, among others.  
4. Econometric Analysis 
4.1 Methodology 
Suggested by Sims (1972, 1980) as an alternative to the simultaneous equation models, vector autoregression 
(VAR) is a tool which widely used in macroeconomic modeling. In VAR model, as in the case of simultaneous 
(structural) equations model, all variables enter into the model as endogenous without being distinguished as the 
exogenous or endogenous. Lack of a priori assumptions about the direction of causality makes VAR models 
attractive in modeling the relationship between macroeconomic variables, where interactions often observed, and 
making predictions. 
Typical VAR model for n – dimension column vector yt can be written as below: 
࢟௧ᇱ ൌ ࢉ ൅෍࢟௧ି௣ᇱ ࢈௜ ൅ ࡰࢠ௧ ൅ ࢿ௧ᇱ
௅
௣ୀଵ
ሺͳሻ 
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where yt is n × 1 vector of endogenous variables; D is n × d parameter matrix; zt is d ×1 dimension vector of 
exogenous variables; ࢿ௧ᇱ  is n × 1 vector of independently, identically and normally distributed (n.i.i.d.) error terms. 
ሺࢉᇱǡ ࢈ଵᇱ ǡ ǥ ǡ ࢈௅ᇱ ሻ ൌ ۰ᇱ is n × n coefficients vector of VAR model. Covariance matrix of error term is Σ. Thus, 
ࢿ௧ᇱ ̱݅݅݀ሺ૙ǡ Σ). 
In a VAR model of n variables with p lagged values, there are n(np + d) parameters to be estimated and this 
amount rapidly increases depending on the number of variables and/or lag length. Classical estimation of Eq. (1) 
above may yield imprecisely estimated relations that fit the data well only because of the large number of variables 
included (“overfitting” problem). When the number of variables on the right hand side of Eq. (1) is relatively high 
and the sample information is relatively loose, it is recommendable to estimate the model by imposing some 
restrictions to reduce the dimension of the parameter space (Cicarelli & Rebucci, 2003). 
Asymptotic theory can also be employed to make inferences on B and Σ. But this causes some difficulties in 
practice since a typical VAR model in macroeconomic research involves a large number of parameters, and the 
sample size is often not large enough compared to the size of the VAR model. In this regard, an alternative to 
asymptotic theory is the Bayesian approach, which combines the sample information and prior distribution (Sun & 
Ni, 2004)3. 
A Bayesian approach to VAR estimation was originally proposed by Litterman (1980). The solution he 
advocated is to avoid overfitting problem without necessarily imposing exact zero restrictions on the coefficients 
(Cicarelli & Rebucci, 2003). Another advantage of the Bayesian estimation method is to have a better estimation 
performance than alternative methods in small samples (Rabanal & Rubio-Ramirez, 2005). 
In order to introduce the Bayesian estimation technique Eq. (1) can be rewritten shorter as follow; 
                                                        ࢟௧ ൌ ࢄ௧ࢼ ൅ ࢿ௧ሺʹሻ 
where ࢄ௧ ൌ ሺࡵ௡ ٔࢃ௧ିଵሻis n × nk matrix, ࢃ௧ିଵ ൌ ሺ࢟௧ିଵᇱ ǡ ࢟௧ିଶᇱ ǡ ǥ ǡ ࢟௧ି௣ᇱ ǡ ࢠ௧ᇱ ሻis k × 1, and ࢼ ൌ ݒ݁ܿሺ࢈ଵǡ ࢈ଶǡ ǥ ǡ ࢈௣ǡ ࡰሻ 
is nk × 1. The unknown parameters of the model are B and Σ. 
Estimation of the parameters is quite straightforward. By combining the likelihood function of the parameters 
below (which is the probability density of the data conditional on the model’s parameters) 
ܮሺ࢟ȁࢼǡ ઱ሻ ן ȁ઱ȁି
೅
మ݁ݔ݌ ቄെ ଵଶσ ሺ࢟௧ െ ࢄ௧ࢼሻ
ᇱ
௧ ઱ିଵሺ࢟௧ െ ࢄ௧ࢼሻቅ   (3)  
and a joint prior distribution on the parameters, p(B, Σ), via Bayes rule, the joint posterior distribution of the 
parameters conditional on the data is obtained as follows (Cicarelli & Rebucci, 2003). 
݌ሺࢼǡ ઱ȁ࢟ሻ ൌ ݌
ሺࢼǡ ઱ሻሺ࢟ȁࢼǡ ઱ሻ
݌ሺ࢟ሻ  
 ן ݌ሺࢼǡ ઱ሻሺ࢟ȁࢼǡ ઱ሻ      (4) 
 
where ∝ means “proportional to”. 
The selection of appropriate prior distribution is the most important stage in Bayesian modeling. Common 
practice is to use a multivariate normal prior for VAR coefficient matrix B and an independent inverse Wishart prior 
for covariance matrix Σ (Sun & Ni, 2004). In this case posterior distribution will be in Normal – Wishart form. 
Another commonly used prior distribution is the prior suggested by Litterman (1980), which is known as 
                                                          
3
 Felix and Nunes (2003) assert that in spite of being Bayesian in its philosophy a BVAR model is not completely Bayesian since 
hyperparameters are usually calibrated using an optimisation algorithm based on an objective function that depends on out-of-sample forecast 
errors. 
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“Minnesota prior” due to Todd (1984). This prior, transforms the VAR model into random walk process for each 
variable (Luetkepohl, 2011). Litterman (1986) specifies his prior by appealing to three statistical regularities of 
macroeconomic time series data: i) the trending behavior typical of most macroeconomic time series, ii) the fact that 
more recent values of a series usually contain more information on the current value of the series than past values 
and, iii) the fact that past values of a given variable contain more information on its current state than past values of 
other variables (Cicarelli & Rebucci, 2003).  
4.2. Variables and Data 
As the finance policy tools, public revenues (REV) and non-interest public spending (SPEND); as 
macroeconomic variables, GDP (GDP), inflation (CPI - INF), indicator for stock market (BIST National-100 closing 
values - STOCK), external debt (DEBT), interest rate (three-month deposit interest rate - INTR) has been used in the 
study. Interest rate figures came from Eurostat online database. Public income and expenditure data were extracted 
from annual reports of Ministry of Finance, while other data derived from CBRT-EDDS – Electronic Data Delivery 
System. By the law of Public Financial Management and Audit (No. 5018) issued in 2003, computation method of 
income and expenditure items within the budget has been changed. On the hand, Akar (2014) provides the empirical 
evidence for structural break in public income and expenditure occurred in 2003. Due to the change in computation 
method and the structural break in income and expenditure, the sample period was started from 2003, quarterly data 
for 2003Q1 – 2015Q2 period has been employed in the analysis.  
Series were tested for seasonality and having detected seasonal fluctuations, INF, REV, SPEND and GDP series 
were deseasonalised by TRAMO – SEATS method. All series transformed into logarithmic values after 
deseasonalising process. In order to take into account the impacts of positive deterministic trend that observed in 
some series and global economic crisis in 2008, trend variable and a dummy variable for the crises were added into 
the model as exogenous. 
4.3. Empirical Findings 
Stationarity features of the series were investigated via ADF unit root test prior to VAR modeling. According to 
the test results all variables, except LREV variable, are nonstationary at their level but become stationary after first 
differencing. So, all variables were included in the model at their first differences while LREV variable included at 
its level. 
                                   Table 1. Result of ADF unit-root test. 
 Level 1st Difference 
 Constant Constant + trend Constant Constant + trend 
LSTOCK -2.493 -3.397** -4.936* -5.072* 
LDEBT -1.729 -1.787 -4.854* -4.954* 
LINF -0.990 -2.075 -8.762* -8.810* 
LINTR -1.955 -2.500 -6.164* -6.148* 
LREV -0.964 -4.365* -9.059* -8.974* 
LEXP 0.229 -2.776 -4.589* -4.574* 
LGDP -2.546 -3.023 -4.533* -4.795* 
              Note: * and ** denote significance at 1% and 5% level, respectively. 
 
Prior to estimating the VAR model endogeneity of the variables has been investigated. Since block exogeneity 
test could not be implemented in BVAR model in order to have an idea Granger noncausality test has been 
managed. Results of the test are given below (only significant results were reported) 
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                                  Table 2. Result of Granger noncausality test. 
 Null hypothesis: n F-statistics p-value 
DLDEBT is not Granger cause of DLSTOCK 46  6.0351 0.0008 
DLINF is not Granger cause of DLSTOCK 46  2.1262 0.0970 
DLSTOCK is not Granger cause of DLDEBT 46  3.8842 0.0099 
DLSPEND is not Granger cause of DLSTOCK 46  2.5084 0.0584 
LREV is not Granger cause of DLINF 46  2.7928 0.0401 
DLSTOCK is not Granger cause of DLGDP 46  13.9574 0.0000 
DLDEBT is not Granger cause of DLSPEND 46  2.1502 0.0940 
DLDEBT is not Granger cause of DLGDP 46  3.7340 0.0119 
DLGDP is not Granger cause of DLINF 46  2.4997 0.0591 
DLINF is not Granger cause of DLGDP 46  2.3738 0.0698 
DLSPEND is not Granger cause of DLINT 46  2.1452 0.0946 
DLINTR is not Granger cause of DLSPEND 46  3.2613 0.0218 
DLGDP is not Granger cause of DLINTR 46  2.3072 0.0763 
DLINTR is not Granger cause of DLGDP 46  3.7987 0.0110 
DLSPEND is not Granger cause of LREV 46  4.2380 0.0064 
DLGDP is not Granger cause of LREV 46  2.7044 0.0451 
DLGDP is not Granger cause of DLSPEND 46  2.4219 0.0655 
DLSPEND is not Granger cause of DLGDP 46  3.5831 0.0144 
 
According to Granger causality test results: 
x DLGDP is the Granger cause of DLINF, DLINTR, DLSPEND and LREV 
x DLINF is the Granger cause of DLSTOCK and DLGDP 
x DLDEBT is the Granger cause of DLSTOCK, DLGDP and DLSPEND 
x DLSTOCK is the Granger cause of DLGDP and DLDEBT 
x DLINTR is the Granger cause of DLSPEND 
x LREV is the Granger cause of DLINF 
x DLSPEND is the Granger cause of DLSTOCK, LREV, DLINTR and DLGDP 
x Hence, there is bidirectional causality between DLDEBT – DLSTOCK, DLSPEND – DLGDP, DLSPEND – 
DLINTR, DLGDP – DLINTR and DLGDP - DLINF 
In order to determine the proper lag length for the VAR model five alternative information criteria were used. 
Since three of them pointed to the appropriateness of one lag, one period lagged values of the variables used in the 
analysis.  
                      Table 3. Determination of optimum lag length for VAR model. 
Lag LR AIC SBC FPE HQ 
0 – -22.714 -21.871* 3.2 e-19 -22.400 
1 114.056* -23.795 -20.985 1.15 e-19* -22.747* 
2 49.762 -23.395 -18.617 2.15 e-19 -21.614 
3 49.781 -23.587 -16.842 3.18 e-19 -21.073 
4 58.695 -25.602* -16.890 1.61 e-19 -22.354 
As in the standard VAR model, also in BVAR model all interpretations are made over the impulse – response 
416   Kadir Karagöz and Rıdvan Keskin /  Procedia Economics and Finance  38 ( 2016 )  408 – 420 
function and variance decomposition rather than parameter estimations.  Thus, the posterior parameter estimations 
of BVAR model which obtained by using Minnesota prior have not been reported. 
The impulse – response functions which show the response of the variables in the model to one standard 
deviation shock in DLSPEND and LREV variables are given below graphically. If the impulse – response functions 
are examined it is seen that; 
x The DLSTOCK gives positive response to LREV and negative to DLSPEND in the short run, and this 
response reduces to nearly zero after six quarters. 
x DLDEBT gives positive response to LREV and negative but weak to DLSPEND, and this response 
prolonged with slight rise throughout next six quarters. 
x DLINF gives positive response to LREV and negative but weak to DLSPEND, and this response reduces to 
nearly zero after six quarters. 
x DLINTR rate gives positive response to LREV and negative but weak to DLSPEND and this response 
reduce to nearly zero after six quarters. 
x DLGDP gives positive response to LREV and negative but strong to DLSPEND, and this response reduces 
by the end of six quarters. 
x LREV give positive but weak response to DLSPEND, and this response turns negative and clears away after 
a while. 
x DLSPEND gives negative but rather weak response to LREV. 
 
Figure 1. Impulse – response functions (Only for public spending and revenue were reported). 
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Findings from variance decomposition of the variables partially in accordance with the results of Granger causality 
test. Accordingly; 
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x DLGDP is, except itself, determined by shocks in DLSTOCK and partially by DLINTR  
x DLSTOCK is, except itself, determined by shocks in DLSPEND quite weakly 
x DLSPEND is, except itself, determined by shocks in DLSTOCK quite weakly 
x DLINF is, except itself, determined by shocks in DLSTOCK quite weakly 
x DLINTR is, except itself, determined by shocks in DLSTOCK, DLSPEND and weakly by DLGDP 
x LREV is, except itself, determined by shocks in DLSTOCK, DLINTR, DLINF, DLSPEND and strongly by 
DLGDP 
x DLDEBT is, except itself, determined by shocks in DLSTOCK, DLINTR, DLGDP and strongly by LREV 
 
 
Table 4. Variance decomposition (Only for public spending and revenue were reported). 
DLSPEND:         
Period S.E. DLGDP DLSTOCK DLSPEND DLINF DLINTR LREV DLDEBT 
1 0.0750 0.0131 1.2426 98.7441 0.0000 0.0000 0.0000 0.0000 
2 0.0772 0.0362 1.1861 98.0459 0.4008 2.89E-05 0.1556 0.1751 
3 0.0775 0.1323 1.1970 97.9025 0.4315 4.84E-05 0.1612 0.1752 
4 0.0775 0.1344 1.2082 97.8676 0.4375 0.0071 0.1633 0.1816 
5 0.0775 0.1357 1.2082 97.8649 0.4383 0.0074 0.1633 0.1818 
6 0.0775 0.1357 1.2083 97.8647 0.4384 0.0074 0.1633 0.1818 
LREV:         
Period S.E. DLGDP DLSTOCK DLSPEND DLINF DLINTR LREV DLDEBT 
1 0.0829 1.2844 3.7968 0.6788 3.5427 3.9877 86.7093 0.0000 
2 0.0850 1.7710 4.2700 1.9956 3.4384 4.1952 83.6925 0.6370 
3 0.0851 1.7842 4.4122 1.9990 3.4337 4.2133 83.4981 0.6592 
4 0.0851 1.7890 4.4181 1.9989 3.4354 4.2128 83.4856 0.6599 
5 0.0851 1.7890 4.4186 1.9990 3.4354 4.2128 83.4848 0.6600 
6 0.0851 1.7890 4.4186 1.9990 3.4354 4.2128 83.4847 0.6601 
Cholesky Ordering: DLGDP  DLSTOCK  DLSPEND  DLINF  DLINTR  LREV  DLDEBT 
Conclusion 
In this paper, impact of fiscal policy on a set of macroeconomic variables is empirically investigated via Bayesian 
VAR method in the case of Turkey. Inspection of the impulse – response functions point that a shock in the public 
spending and revenue have positive and negative effect on the stock market index, respectively. Both fiscal policy 
indicators seem to have no considerable impact on the public debt stock. A shock in the public revenues has a 
transitory boosting impact on the price level whilst no impact is observed across spending shock. Responses of 
interest rate and GDP to a shock in the public spending are negative where they both response positively to shock in 
public revenues. But the fact that these effects are weak and valid only in short term, the findings can be interpreted 
as the fiscal policy tools would have limited impact on the macroeconomic structure. These results partially 
accordance with Dökmen & Vural (2011) which confirms the relevance of Keynesian paradigm in the case of 
Turkey. 
Findings from variance decomposition reveal that public spending affects stock market, interest rate and public 
revenues. On the other hand, public revenues seem to have impact only on external debt stock. Thus, it can be said 
that, it has limited ability to effect aggregate demand and inflation by changing tax rates which constitutes the 
largest part of the public revenues. Hence, to cut in monetary policy which would support to and work in accordance 
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with the fiscal policy and using both policy tools in a coordinated way so that to increase the efficiency of both 
could help to better management of the macroeconomic structure. 
Questions stressed by Alesina & Perotti (1997) that quoted in the introductory section, are in fact closely related 
with each other. In a macroeconomic structure, which can be thought as a closed system, a regulation related with 
revenues or spending will inevitably have an impact on other variables in some extend. Thus, the main problem is to 
manage these interactions in a good way in accordance with the findings obtained from analyses done. 
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